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INVESTIGATION OF BUREAU OF INTERNAL REVENUE

THURSDAY, SEPTEMBER 18, 1924

UkITED STATES SENATE,

SELECT CoMmri1rl INVMGTIGATiNO
THE BUREAU OF INTERNAL RVFnzUX,

Washington, DA C.,

The committee met, pursuant to call, in room 410, Senate Office
Building, at 10.30 a. m.

Present: Senators Couzens chairmann). Ernst. Jones of New
Mexico, and King.
. At the conclusion of an executive session the committee proceeded

in open session at 12.15 o'clock p. m., Senator Couzens (clairraan).
Present: Senators Couzens (presiding), Ernst, Jones of New Mex-

ico, and King.
Appearances: For the committee, Earl J. Davis, Esq., of counsel;

for the Internal Revenue Bureau, C. I. Nash, Esq., assistant to the
commissioner; N. T. Hart-on, Esq, Solicitor of Internal Revenue.

The CHATRAN. We will proceed, gentlemen.
Mr. DAVIS. I would like to read this resolution.
The CHAINAN. You may do so.
Mr. DAVIs (reading)
Resolrcd, By the special committ v of the Senate, appohited pursuunt to

Senate Resolution No. 168, adopted to Investigate the Bureau of Internal
Revenue of the Treasury Dtpartment. that Earl J. Davis, L. C. Monson, Bar-
bara C. Thomas, are hereby designated as the agents of this committee for the
purpose of examining all or any of the income-tx returns flied in tih Bureau
of Internal Revenue, and to copy therefrom any and all information which may
be useful to this committee, at any time prior to the mitking of it final report
by this committee.

(The above resolution was unanimously passed.)
Senator Kwixo. I want to say to the Secretary that we will want

some sort of an arrangement as to prohibition also, and at this
time I might request verbally that we be given the same cooperation
in regard to prohibition matters that the committee desires to go
into but as soon as wo get ready for that we will pass a similar
resitition designating persons to examine the records in the pro-
hibition department and make such copies as the committee may
reLgard as necessary in the course of our work.
The CHAIRMAN. Of course. we will ask the cooperation of the

department in that matter.
Senator Kixo. I think you may understand that whoever will

go there will eo as agents, and we will pass the resolution.
Secretary Nf;LLoX. There will be no difficulty abiut that.
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534 INVESTIGATION OF BUREAU OF INTERNAL REVENUE

The CHAIrMAN. As I said previously, Mr. Frazier, former em-
ployee of the Internal Revenue Department, now with the Sea-
board National Bank, volunteered some expert testimony concern-
ing the decentralization of the collection of income tax, and if
agreeable to the committee I would like to have Mr. Frazier. tell
us what his experience is and what his recommendations, are con-
cerning the decentralization of the work of the Internal Revenue
Bureau.

STATEMENT OF MR. FRANK E. FRAZIER

Mr. FRAZIER. I was formerly an officer of the Internal Revenue
Bureau and internal revenue agent in charge of the Wisconsin divi-
sion for a time.

I have not lost interest in the service because of the fact that I
have resigned from it.

You gentlemen probably know that there are two large field
organizations in the Internal Revenue Service proper aside from
the prohibition, one being called the collection service, which is
under the supervision of 65 collectors. There are over 7,000 people
in that service, something like 2,500 of them being field investigators.
That was the nundber the last time I heard anything about it. That
is one force which is primarily engaged in the collection of the
internal-revenue receipts and in both the office and field audit of
all income-tax returns, 1040-S, and now that has been extended up
to $1r,000 gross income.

Then there is the other large force of some 3,000 people who
are known as internal-revenue agents and inspectors, under 34
internal-revenue agents in charge. These officers are all under civil
service, whereas in the collection service very few are. None of
the field collection service are under civil service. The agents and
inspectors are men who have passed the regular auditor examina-
tions given at the request of the Income Tax Unit, and practically
all of them have taken the six weeks of intensive training in the
Income Tax Unit in Washington. I think that on the whole they
-average up fully as high in efficiency as the auditors assigned to
office audit in the bureau in Washington.

At present these 3,000 agents and inspectors do not perform any
office audit; that is, the corporation partnership, and larger indi-
vidual returns are not kept in the held. They are se t to Wash-
ington for office audit. Later some of them, selected by the office
aud itors in Washington, are sent out to these agents for field audit.. Now, the idea that you want me to enlarge upon this morning is
one that has been disctissed, I think, very thoroughly by all the
officers of the Internal Revenue Bureau, and by almost every man
in the service. Every man with whom I have ever talked shop in
the service seems to get around to that some time or other during
the conversation. I think that the office audit for all corporation
returns with the exception of those audited in the consolidated re-
turns section, and possibly. the engineering, .should be given the
office audit in the field and never come into the bureau at Wash-
ington; the fact is that the office audit of something like 7,000,000
returns a year is made in the field, and this work is current, whereas
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the office audit of the corporation returns and of the larger in-
divoiduals in Washington is considerably in arrears.

I believe that the decentralization of the corporation audit, the
keeping of the returns in the field, will tend toward accuracy in the
office audit-toward speed and toward economy both to the tax-
payer and to the Government.

On the question of accuracy I would say that now when addi-
tional information -is desired-at lea.4 that was the case when I was
still in tho service--on an office audit here in Washington, if it is
not the kind of case where the auditor desires to send to the field
and have the agent make an audit of the books, a letter is addressed
to the taxpayer. To my own knowledge in many cases it takes
more than one letter-letter after letter. I had this brought
forcibly to my attention in 1921 on a case that was given to me to
investigate; a case out of the city, where, as I recall at least 14

,letters were required. I do not think it was an unusual case either.
Fourteen letters had been written out to a very distinguished gentle-
man about his return, and, as I recall it now, these letters extended
over a period beyond a year.

-This gentleman took the position that the audit should have been
made in his home town. There was an internal revenue agent in
charge there, and the taxpayer remarked to me that he believed the
thing could have been settled on the ground in 5 or 10 minutes.
My investigation developed the truth of that remark: That the point
would have been settled in a few minutes if you had the office audit
in the field where the return was filed.

I would not cite that case if I did no think that it was dupli-
cated many times-thousands of times. I believe that even though
the service is improving all the time, that condition must exist to
a certain extent still, because the logical place to audit those books,
to check over u return is where it is filed and where you can send
out a notice for the man to come in and clear up the points that
there may be some little dispute about, or some points which may
not be quite clear.

Mr. DAVIS. What case is that if you do not have any objection to
giving that?

Mr. FRAZIER. I would rather not give the name. The report is
on file, and if it. is desired by the committee, the bureau officials, I
am sure, will give it. The case was one from a city in New England.

The CHAIRMAN. I might say to the gentlemen from the depart-
ment that if they want to ask any questions of Mr. Frazier, that
they may ask questions so that we may get the points clear before
the committee.
, Mr. FRAZIER. Getting back to accuracy, I would say that this is
nothing new which I am suggesting. There are hundreds of men
in the service that believe as I do. Already you are auditing
millions of returns in the field, giving the office audit there. When
one question is asked, the answer often mean& you must ask another
question. If you are, writing a letter you are not in a position to
follow up promptly the answers that lead to other questions.

O course you understand some of these returns ar filed in cities
where we have no head office, but the great bulk of the corporation
returns of the United States are filed in cities where we have offices,
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1nd(1 1 belive tihe nlInhtq' of eases that would require correspondence
from those offices is very limited.

I believe that there is no qutestion tt all Alit the speed, and that
there would e a i, rett savin(r in time. were corportition returns
given the office audit in field offices.

Unde' the p1lan folloiNed by t- bureau in the office atudit of the
1040-A, and t te 1040-S, up to $15.000, there is practically no lett(.r
writing. They have completed thi, office audit of these ,returns in
New Yoik Cit, for the Inst year.

T"he CHrA%1RMAN. Is not that an unusual thing?
Mr. NAsyt. They ar organized better this year. We have, I

presunue, already taudited at least 75 per cent of till returns filed lest
March. 

I

Mr. FRAZIR. That is where they have the office audit in the field.
These are not. the big cotnplicatd corporation returns. None of
those are given the office audit there. but I think they could be. You
have the agents' forces already organized; your field deputies now
niake the office audit of the 104b-As, and the 1040-S.

Mr. NAsh. That is no longer true. That was the procedure when
Mr. Frnzier was supervisor. but to-day we have an audit division in
each collection district.

Mr. FRAzIER. In the New York office, where the work is currentt.
the field deputies have worked the officep audit.

Mr. NASH. Th(. audit in New York is being conducted under the
direction of the bureau.

Mr. FRAzIER. In auditing the corporation returns, if the corpora-
tion returns were left in the field, I wotld use the entire field force
of Internal Revenue agents for a short period after the filing period,
in addition to a certain number of auditors whom I would transfer
from the bureau at Washington.

The (H.AIRMAN. Do you see any objection to auditing the returns
in the field?

Mr. Nxsi. No. sir, not a certain portion of them.
The (IAIIMAN. In discussing this matter with the Secretnry,-I

miderstood the Secretary to say there was a ggTadual development of
lle idea-

Secretary MALmwN. That is true.
The CITATIIMAN (continuing). Of decentralizin this work to a

greater extent than 1 understood it to be when-r. Frazier first
brought the question up. The Secretary pointed out the difficulties
of jumping at it all at once, and the department did believe in de-
(entrahzation.

Secretary MitJi'. Yes, as I said, my idea, was that there was a
field for decentralization there, that that method could accomplish
alI the settlements with better results than the practice that exists.
We found obstruction to a complete decentralization. and I think
the department has been working up to that as rapidly'as possible.

Mr. NASRL Working on the flfteen thousand gross basis, on indi-
vidual returns' means that practically all the individual returns are
audited in the field. There are legs than 400,000 individual return
filed in Washington this year, out of a total of over 7,000,000 filed
throughout the country.

Mr. FRAZIEn. The 1040-.A's run up to that themselves, do they not?

JII
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Mr. NLA81J. A little better than 15A00,000. The total mnay exceed
thant figure this year.

.We also give every taxpayer who) is being examined by at revenue
agent thle opportunity of having his case heard before tile revenue
a1riget ill ch111are, before the audlit of the aigent is sent to Washington.
'fi'l( taxpayer is given at copy of thle examining officer's report, and
q0. (layjs inl ic~h to file tin a p~leill with theO ageint ill charge, before
11111t report is transmitted to W ashingtona. Our statistics 8sh4w that
IMw in 90 per cent of our tatx ad~juIstmenits tho taxpayer mid thle exam-
ining officer icaeh tin agreement beore that report transmitted.
When the report reacims Wash *ingtonl it. is Subject to filuaal review.

The CRTMAIAN. rhat involves nto necssity ofl his coming to
Washinurton ?

3Mr. NXz.I lliess hie hals a dlisagr''eemet it, is, unnteessury for himn
tq Conte to Washington. WeC also hatve 1111( a tralveling rcommiuttee
of the Committee of Appeals and Review traVelingV l uttie west, and
thley have givemi every taxpayer west of (Chicago whlo desires to have

his aselU'tr~lat.:o ic p it close to his .11oni th 0ljoppotunity of
having it heard in St. P'aul. Kansas City, Los' Ngeles. San 14'ranl-
(1s('o. andl( Vaii 'ous other p)oinlts ill the MIA's. TIhe emoiittee. is sit,-
tiniv in Los~ Angeles now.

Senator EiN.-S'. Are tile dilagl'4!VllleJ~t.S of Wvhich you1 speak fre-
(Ilent or otherwise?~

Mi.NASH. 'NiD013y p~er cenit of our' caXSes Ore Closed without ainy
disi 'v.ieMne.

'1iITIAN Is it yourl (lispositioli to grradiudkly work this out
ill the( whole svsteiii? '.

Mr, N,%sm h .Qs ill.
Secretary IfI 1111 'hit, is So, mnd I thkinki that il~t hs bem

Uv(01flhshed sinie 1 buive l)4'Qn there lilts beeci lcomliished as rap-
i(1hv ats iS (lC-irlble alld( it- rapidly ats %ve could1( safely pl-oceed.

The0 (NTlu.x rieut i rndlrstahid the dispositioti is to) kep oil
gJg?'1'htU(' is It() dispositioni to stand in t ve way, bu~t ratb0er to

proceedl until it is* ll] ileveiialiyzed ? .

Secretary Mm~:i ~. We have adopted the jpoliy of deec'Iitia1-
tion flnd are juittin r it intoI effect a~s ralpidlv ats it is safe to do so.

Thel( CH[AIRMA~N. Whtdo the obstrutdins seemt to bw in the way
of this decentrulizat ion. wor'k

M.MiAlJ. In the first 1*)hQac' thierew ivino adequalte 1lav' ill thle
&Wl to ptit the wvotk. W17 (lid not have thie proper organrizat ion.

Tfhe (.r.1M.AX. Yo11 hitV 10(e lOci I4,lS, 414) )!lu niot ?
Mr. N,%sui. It Wvas ntot. de(sirable. for adin mtist riti ve rellsoils. to

(decent raliz~e elitirely lt i ()kt I SfiC~. (hIm' to tile facet thlat
the pillplo'ee's we(V niot cvlservive P'il~lpo*vve(s. 1111d1 they, were 1i4
people whilo were paid high salaries, and not people tmechically quali-
fied to handle. thle more difficult returns. TPhe 0hissi Hellt ionl act lilts
improved that condition somewhat, btt., as 'Mr. Frazier stated, theo
great number of employees in collectors' offices are not civil-servivo
enmployees and, theref~re, they are enihemsnjc oeug l
the change of administration. * ~O((Ssij'tt llig'i

Seniator Kimi, Are you trying to do anything to remedy thle evil
to wVhich y*Oi have just adverted? I*10 nwas 54)4)1 as the last ad-
Ougustration conme in '(and I'tan making no'' eritivistu of it) they
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discharged practically all the collectors and put in people ill many
districts who were wholly incompetent.

Mr. NASH. You moan 'by the last administration the Harding ad-
ministration?

Senator Ki.-,. The Harding administration; yes.
Mr. NAsII. I do not believe that is true. Prior to 1913 the deputy

collectors were civil-service employees. The Overman Act at the be-
ginning of the Wilson administration threw the collection Service
out of civil service. There has not been any legislation to place
then again under civil iervice. Mr. Frazier was in charge of the
collectors' offices at the time the administration changed, aild 1 was
working for Mr. Frazier at that time, and there was very little imi-
mediate change in the collectors' offices in the appointment of col-
lectors. There was a gradual change in investigating officers in the
field. The turnover among the office employees was not much more
rapid than among our civl-service dmployees, and to-day I think I
can v that 44) per cent of the employees that were in the collec-
tion . vice during the war are still in the service and still working
under our present collectors

Mr. FIAZIV.H. I was confront(d with that Overman Act in 1913,
hut, nevertheless, at my request (Commissioner Roper, with the ap-
proval of the Secretary of the Treasury, permitted me to fill all
office .vacancies in collectors' offices--over 4.000 employees-b y ap-
pminting clerks; we raised the percentage of civil-service employees
m collectorW offices from 22 per cent. to 52 per cent. I did that
because I found we would go to pieces on the change of administra-
tion if we did not have a good nucleus in each collector's office to carry
the work through. The work in collectors' offices is complicated; I
think Mr. Nash will bear me out in that.

Secretary MmwL1O. In regard to the collectors, the policy of the
Harding administration was not to make changes in collectors; that
is, they were allowed to serve the full term.

Mr. FRIzAiR. There was no term for a collector, but whatever there
was a request-

Secretary MA.LuoN. They were allowed to serve out tlh' full term.
Mr. FjtziFr. There is no definite term provided by law. In some

districts there was an understanding that a collector would serve
four .year S. as, for instance, in Cleveland. They agreed, Senators
Pomerene and Willis, that the Democratic collector should remain
through to the end of the four-year period. There are only 65 col-
lectors: they aie presidential appointees.

As to the deputy collectors-
Secretary Mma.Iox. That was observed by the Harding adininis-

tration.
Mr. FRAZ ER. Yes, sir.
The CmmntmMA . What was yor experience with the way the col-

lecto s in the field carried on the work as compared with the way it
was carried on at Washington?

Mr. FRAZIER. The agents' force in the field, as fae as the audit of
rettrns is concerned, 's performing a much higher grade of work
than is required of deputy collectors. Agents must be real auditors

if they are to audit these corporation returns at all accurately. They
are iiquired, as I said before. to pass a stiff examination provided at
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the request of the income tax unit. In the collection service, where
all deputy collectors are appointed without regard to ('ivil service
rules, we g"et some good men. but we get so ic inefficient ones. O an
:elwrage I would say that tle field force of the agents, of course is
iaturally of much higher grade than the field force of deputies.

Aoil pay them more, give them a chance for permanent tenure of
office, where , in the case of the deputy collector, if you say " Get out."
no matter how good he is, he goes.

In collectors' offices, I think we have a very good service, a very
efficient force of people. I believe as a rule, you will find a little
Mol(" "pep" in mle field than ozN will find in Wawhington. That
has been my experience.

Senator Kuns. Do you think that the decent trahzation varied to
the extent yon have "indicated. would affect the audits in the re-
spective fields: that is to sny. might not tile Incal officials be pre-
disposed to favor too much' the local taxpayer, whereas an audit
here by persons not neighlmrs, not in close contact with the tax-
pikyer. would be presmit.d to be a little more impartial?Mr. Fw.tzMRt. Senat6r. I would Say if tis ofce audit of corolra-
tions were performed in agents' offices, where as ailmady stated the
commisioner with the approval of the Seeretary of the Treasury.
has control over the appointments. I dn not believe yOU would hav-e
1he least hit of trouble along that line. T was for ai time an agent
in charge, nd I did not have a single request from any man in
political life for a favor in regard to the personnel. or a tax case.
for in regard to an assignment of a particular man to a tax case.

Ir. H,\rsox. Mr. Davis asked what the objections were to im-
mediate wholesale decentralization. T would like to have vot ex-
plain to the committee what some of the objections are to putting it
into effect immediately.

Mr. FPIAzIIr. I will answer that hv saying that if I were com-
iirsionet', and had the hacking of the Secretary, I would start to-
morrow to decentralize the office audit now performed in Washing-
ton.

Mr. IrARrsox. You have an organization?
Mr. Fie zIEII. There is a pretty good organizationn . an agent in

char ge, with reviewers. and chief reviewers, in many cases men who
have been auditors in Washington, and who I think" are just as good
as you will find in Washington. You have an organization there,
but you would have to build up by transferring some auditors. from
Washington.

l1'. 'HARTso'X. You wohlid have to perfect the organization in the
fiel to start with, would you not?

Mr. Fu4 zmwn. Augment it.
The Citr.mwI-ux. How would you start out.?
Mr. Fimztii:. I would start l1y picking out a unit. one agent di-

vision or collection division. I might start at Chicng -
Mr. HArrso.K. Would you have as the ultimate purpose final de-

centralization to the extent of eliminating any audit in Wrashinglon?
Mr. Fu.zrri. All of it, except as was stated.
Mr. HArsoI. Point out some of the ca.s which arise--ases

vhitich require a centralized audit.
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Mr. FiAZIEH. The consolidated returns. Also, I think that with
such a sniall force as you have of engineers it would be pretty harii
to divide them. I would look carefully into this, however, with a
view to decentralizing that work, if possible.

Mr. I1AUTSON. Some of the returns mnder a complete decentraliza-
tion woild stay in Washington?

Mr. FIRAZMER. I would keep the consolidated returns audit intact.
I would not disturb fhlit. I would keep the natural resouire's--
engineers--

Mr. HARTSON. Would you keep theti here?
Mr...FRAzIMal. Yes. sir.
Mr. HrTso N. Why would you atIdit them here?
.Mr. FR Azatm. My only thought is that it is a Small force of highly

technical men.
Mr. HAjiTsoN. Four hundred.
Mr. FRAZIER. You have 75 engineers.
Mr. NAsH. There are about 400 employees in the ingineeriig divi-

sion.
Mr. FRAZIEa. Well, it is quite possible that could be decentralized

to advantage, but I would not want to recommend that until given
an opportunity to make further inquiries. If I were called ipou
to make a recommendation right now I would not recommend the
breaking up of the consolidated returns section or the natural re-
sources section.

The CHAMMAN. Why not the natural resource?
Mr. FRAZIERI. Until I had made a survey and had seon if a large

portion of that work was in a particular section of the country. If it
is scattered you would have to scatter the force: as I understand.
it is highly technical. It is one you have the most trouble with.

The CITAIRM N. It is difficult?
Mr. FAzIER. It is my impression, as I have -tated, without hmay-

ing made a survey.
The CHAIRMAN. You stated that by a process of decentralization.

or a complete decentralization, as far as possible with those excep-
tions, you could do away with any great expansion in building and
facilities for housing the tax unit in Washington!

Mr. FnAzm . Yes; do away with that problem here. There would
be an expense in the field in providing space for these auditors.
You would not have the same number of clerks; the proportionate
number in the field would be less than in Washington. You have
so much correspendence in Washington that you would not conduct
in the field. I do not know what the ratio is'of clerks and auditors.
but I know that it used to be very high, one to one, something like
that, whereas in the field you would find it one to five. You wouhl
not need more than one clerk to five auditors in the fiehl.

The CAMAN. One of the things that antagonizes the taxpayer
and creates delays is the eternal correspondence and delays over
trifles, and as the witness suggested, the asking of one question and
the anwer thereto suggests a further question, and the case is drawn
out, and as the case is drawn out the taxpayer becomes annoyed.
and in addition to that there is fn enormous overhead of stenograph-
ers and clerks to dictate letters and write letters, and you know the
average production of stenographers who produce the letters, and
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the filing of all those-the prod action of letters is a very small per
cent of what it should be. They do not get up any great production,
those clerks and stenographers do not. ' ,

Secretary M, 4,0N. If You had lived with the department for thte
last three or four years as I have, you would have found that that
situation has been very greatly improved.

Mr. NAsH. In addition to the conference that tp taxpayers has
with the agent in charge, we have been experimenting for tihe last
six or eigLt months in eight revenue agents' districts. They are
Baltimore, Md.; Greensboro, N. C.; Columbia, S. C.; St. Paul.
Minn.; Milwaukee, Wis.; New Haven, Conn.; Cincinnati, Ohio:
and Buffalo, N. Y. Every case in any of these districts that involves
the assessment of an additional tax against a taxpayer is sent out
t6 the agent in charge of that district. He notifies the taxpayer of
the proposed assessment to be made against him, and the, taxpayer
has the opportunity of appearing before the agent in charge and
discussing his case at the office closest to his home.

I believe that the primary object of decentralization is to bring
ihe final settlement of a tax case close to the home of the taxpayer.
and that is what we are doing in these eight districts. l)urinq the
last three month we have organized our internal-revente agents dis-
tricts iottosuervsory districts. We have now eight supervisory dis-
tricts and eight supervising agents. The supervising agents are in
the field to-day going through each of the offices under otir direction,
with instructions to make on October 1 roe4omnendations as to the
further extension of the experiment we have been conducting in the
last six or eight months. The ultimate result is "ing to be that
every case that involves an additional assessment against the taxpayer
is going to be taken out to the field, and the tax payer will be given an
opportunity to have his case heard in an office close to his home. This
it the procedure that we -are working on. I think it would be anm-
po.sible task to tear uj our files at Washington and send out these old
cases that havo been hanging fire for years and that have been
worked on for two or three years.

The CGRIMAN. I think that is so.
Mr.. NASH. I do think we are approaching the day when 95 per

cent of our cases will be settled in the field and the'e will only We
5 per. cent or less that will come to Washington, and they will be cases
of the type Mr. Frazier described, such as natural resource, consoli-
dated, etc.,

Mr. FRAzIER. Is there anything to be gained by the return coming
in-at all ? They are all coming in now to Washington.

Mr. NAsH. iThe decentralization of our bureau must be a process of
evolution. We have not the organization in the field to-day to
handle immediate decentralization. I do not see anything to Im
gained by experimenting in one district.

Senator KINo. Yet you are experimenting in eight.
Mr. NASH. We are not experimenting to leave till returns in any one

district.
The CH1AIRMA.. Why is not that a good way I
Mr. NAsn. It will require tho building up of another organization,

the aRequiring of additional space. The expense involved is not neces-
sary. We are satisfied now as to what the result would be.

, a
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Mr. FRAZIER. I think you would find it much less expensive to
audit them that way than to bring them into Washington, with the
help required- I think your expenses would be found, on experi-
mentatioi, tobe much less in the field.
. )Jr. NASH. We give all corporation returns that come into Wash-
ington a preliminary audit as soon as they are received, and not over
50per cent go through the intensive audit.

The CHAIi MAN. What is the preliminary audit?
Mr. NANsi. To ascertain the correctness of the return as soon as it

is received. Fifty per cent of the corporation returns filed are cor-
rect, Md they can be aseertained to be correct in a short time, and
those returns at immediately, filed and put dtit of the way, unless
a claim of some sort subsequently brings them up.

The CHARMAN. That could be done very easily in the field, could
it not?

Mr. NASH. Eventually; yes, sir.
The CHAIRMAN. You say "eventually; yes."
Mr. NAST. When our organization is properly developed for the

purpose.
The CHAIRMAN. How will you develop it if you do not try it outo
Mr. NASH. I think we'are trying it out. We have appointedbight

supervising agents in the field to-day on this very work, and the whole
tendency is to gradually reduce the force in Washington and increase
to some extent the force in the field.

I agree with Mr. Frazier that it will never be necessary to build up
the large organization in tile field that we have had in Washington.
It was war-time organization we had hre, built up to meet an emer-
gency, and it is gradually being reduced.

Mr. FRAZIER. I think' the reason for centralizing this work in
Washington is stated in the annual report of 1920, page 9. The law
was so complex. There hnd been no opinions rendered on the regu-
lations. They were compelled. in orler to get any" uniformity, to
centralize the work for the time being. I do not raise any question
on that, but in the same annual report you will find that it was the
purpose originally to centralize during an emergency period only,
and later to decentralize. That was four years ago. this is nothing
new.

Mr. HARTOWN. I would like to place emphasis on some of the objec-
tions that may be raised to decentralization. which have not ben
pointed out. 4 think the testimony you have heard so far shows-
the department is proceeding slowly toward an end that everybody
concedes is dtsirmbJe, if it can be accomplished without loss of effi-
ciency.

The trouble with dece-ntralization has been that it promotes a lack
of uniformity in the rulings. We have had income tax laws in this
country only' since 1913, and we have had a number of different laws
slice that time. We have had a change in regulations each time. In
the meantime the war came on and changed our whole system of taxa-
tion. We have another law in 1924. The war emergency super-
imposed the personnel problem on the changes in law. The result
was a tendency that could notb6- humanly 'avoided to decide afase
one way, and a different taxpayer with the same tax having his case
decided another way. We have been charged' with having conflicts
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in rulings and, as a matter of fact, in Washington the same thing haM
taken place where two branches of the same office have been inoon-
sistent. - So that dealing with a new law, Mr. Chairman, dealing
with a thing that the whole country, the taxpayers and the Govern-
ment representatives, as well, were relatively unfamiliar with it
has been, and still is, necessary to educate a force of men and to edu-
cate the taxpayers as well.

I think that it: is absolutely essential to go slowly, and my own
view of it would be to move slower than the head of the bureau at
the present time thinks we ought to move. It is desirable to get the
case of a taxpayer settled, but it is more important to the same taxr
payer to be treated on the same basis preciselythat another taxpyer
in another jurisdiction is treated. Unles there is some centraliza-
tion of our rulings, and unless there is a grouping together in a
place for the purpose of education, you will have hopeless confusion
over the United States.

Mr. FRAzM. I do not think there is any danger of confusion now
if you retain your present rules and regulations section and your
solicitor's office. Every change in ruling and new decision would
be promptly given to the field through the bulletin service, which
is already estvblished.

Mr. NASH. That is true, if you could have your legal office estab-
lished in Washington and maintain it there.

Mr. FaAznIZ Yes, absolutely.
Mr. HARTSON. I would not want to estimate the number of purely

legal questions that arise in the settlement of all returns. They are
countless. It would be desirable to centralize the engineering force
in one place. It should be remembered that the 'difficulty does not
stop with the arrival of the answer to the legal proposition. This
answer must be given application to some particular state of facts
in the field, and the solicitor's office might decide a legal proposition
which had a broad, general application. The opinion would go to
New York and New Orleans for application there, and it might
be applied in the two places quite differently, whereas if both re-
turns were in Washington and if they were considered and audited
inder the same supervision there would be a better opportunity

for the uniformity of the application in the settlement of those two
cases.

Now, there is a time coining, and it is happily nearer to-day than
it was a few years ago, when principles are going to be well estab-
lished, and there will not be the dispute over the minutiae of de-
tails which come up in the legal work in the settlement of these
cases.. When that time comes I believe you can safely send out
to the field the responsibility of settling these cases. The reason
they have started to do it in regard to individuals and have not ex-
tended it to corporations is the proof of the points that are raised
here, because there are fewer complications with individuals than
corporations. There ;s a maze of difficulty in the settlement of the
corporate cases, and the bureau is moving ahead with them more
slowly.

Since Mr. Fra-zier's report, or the report mentioned by Mfr.
Frazier, was made in 1920, in which it is said that the war organi-
zation was built up in an emergency, the succeeding administration
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has in good faith followed out the recommendation made at that
time. There is a progress to-day, and there has been progress since
Mr. Mellon came down. The greatest harm would result from
conflicts in adjustments in different parts of the country.

Mr. FIRzgw. I think that danger has gone by.
Senator Kriro. You have to keep pretty close check over every sec-

tion that was authorized to promulgate decisions, because, just as
Mr. Hartson pointed out, there are bound to be, in the uncertainty
now in the construction of the statute, certain rilings, and there
would have to be some way by which a reconcilement could be had
by appeal either by the Government or defeated taxpayer to the
central organization in Washington.

Mr. FnAziw. There would not be any ruling at all made by the
force in the field. The agent in charge, he would do as he is doing
now. follow the instructions given ha'm by the solicitor and com-
missioner.

Mr. HARTS N. That is a ruling you have reference to. It is the
application of an opinion to a particular state of facts, which in an
individual case amounts to a ruling on that man's case.

The CHAIRMAN. It is obvious to me that you could have a crow
of reviewers which would pick out these cases, if they went around
to the various districts, without the necessity of all of them coming
to Washington: that is applicable in industry where you main-
tain large branch houses, just as well as in the Treasury Department;
for instance, claims for replacement or automobiles, where different
rulings may be apl)ied by different managers, but the difficulty is
not insurmountable, because you can have traveling men who -cou
see that the rulings are applied equitably and on the same basis
in all the districts. I can visualize that a man sitting in Wash-
ington, getting all the difficulties, could see them to be larger than
the man with his nose to the grindstone all that time. I do not think
the difficulties are as great is you point ou1t, Mr. Solicitor. It is a
difficulty, but not insurmountable.

Secetary M kiqN. In some of those cases it is sirl'prisingr how diffi-
('ult those points are, the aniornt of money involved; there is a
very large amount of money involved, which" runs into the millions.

The CmAtRm. . These traveling solicitors you have could see that
the ruilQ which had been adopted by the Washington office was ap-
plied to all the districts, which would be. much more simple than
requiring that all the returns be sent to Washington-

Secretary Mrm:L,oN. There is a very great responsibility frequently
involved in a case, and it is important that the law should be applied
the same in all cases.

The ('.A1.AN.i. I admit that. but I o viot admit it is necessary for
it to come to Washington to be done. The reviewers can travel
around, and the case can be opened.

Secretary MzLoN. When you arrive at a place where the law has
been'settled long enough, where we have a new law, when you be-
come familiar with all the principles, then a good bit more can bedone.

The CHAMnAN. We will never come to that time if you will post-
pone it until that time, because there must be internal changes.
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Secretary M lfILo?. We have a conferenle for to-morrow to go over
the reelations under the new law about which there are questions.

The Ca unxAx. Did you have any more to say, Mr. Frazier?
Mr. F'tAZIM. I am merely interested in the service. I was in the

Government service for over 20 years, and that is one reason I am
glad to be here. I feel very deep that the ireal vould help itself
out of this accumulation they still ~Iave on hand, the accumulation of
returns, if it would really try this out. T76y ha'e lad such good
suiecess with the less important returns; I think decentralization of
tlw audit of corporation returns Is worth a trial. That is my whole
attitude, and I believe that so deeply that I am miad to be her6 to
give my opinion. I will my that r have not talkce- with any' o&iers
of tie Internal Revenue Service, with the exception of 'two o'r three,
who favor maintaining a centralized audit. Many of the men in the
governmentt service are afraid.

The CUAUMxAN. What about economy to the taxpayer and the
Government with reference to decentralizationI

Mr. FAznm. As the head of an income tax division in a large
office once told me, every week and sometimes many times a week,
taxpayers come to him with letters from Washington on an office
audit an(] say, "What does this mean? " T he bead of the income tax
division is loath to give any information on a va'se withlt having
ill of the papers, including* the return itself, before him. lie says.
"I can not tell you much; here Is the regulation," and before the tax-
payer departs, the taxpayer himself suggests, "I had better go to
Washington," and the officer says, "Yes; you had better go to
Washington."

That, particular city is no exception to the rule of cit ies nearer
Washington.

'hen, too, if 111 4flice atliditol is on 4i vase ilmd sendls omlt for a
man to come in, the man comes in promptly. If he writes it letter
that case is cold when he gets a reply, ani it takes time and expense
to dig into and go over the case again to refresh his memory.

The CzIAw1M 4 N. What happens after he gets to Washington? Does
he employ a tax expert ?

.Mr. Fit'Azwit. IUld onhtedlIv a large majority of then (to. Were the
man able to come in and talk his case over and appeal to the officer
in charge. who is right on the ground, and who has fresh in his mind
the details of the case, there would be little (elay, ani the audit
would be effected at an e(ononmy to the governmentt, as well as to
the taxpayer.

rhe i IuIAM..N. Mr. Secretary, (10Youw have any more you wish to
say b(, fIC we adjolrn ?

Secretary MEai.oN. I (to not koow of anything.
The IA1kMANS. Woul dyOU be able to stat" how much it would

cut down the force 'in the Washington office, the decentralization.?
Mr. Fnmm~z wmi. I should make a survey of the income tax unit before

making an estimate, but I would say this, you would reduce your
clerical force very largely, that is, your net decrease would be very
large, blause of the fact that you would have so much less corre-
spondence with the office audit performed in the field. Offhand I
would say that with the decentralization, complete decentralization,
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as far as you can go properly, you would more than cut the income
tax unit ini two, as far as Washiagton is concerned.

The C.6 AN. The committ$e desires to thank you Mr. Frazier,
for coming down from New York and telling therm what you have,
because the committee is interested in anything constructive, in any
constructive service helpful to the Government.

Senator Fwq-o. Mr. Hart'n,, would it be advisable, if it could be
done, to bringall these returns, which now are found in seven build-

ra s into one b uild ing ' *. . w hich ' de
secretaryy MELN. It certainly would, but you have to have the

floor space for it.
Senator KlING. I was wondering whether or not many of the re-

turns in some of the seven buildings had not been disposed of so
that there would be no necessity of referring to them which wouldobviate the necessity of consolidating them in one building.

Mr. HARTSON. The necessity constantly arises to refer to old re-
turns, just as in the case of 1916 returns that the committee now wants
infornation on.. It would be highly desih,.tble to put them in one
building.

Mr. NAsH. The 1916 returns are put away in one building and to
get 'any informatio4iwe will have to bring them up out of the base-
ment Our other returns from 1917 on are active. You probably
recall legislation that went through last March which permitted the
filing of claims on these returns. There have been filed 9,000 claims in
connection with 1917 cases that were previously closed.

The CHAIRMAN. Cases closed, and the people are insisting on
refund I

Mr. NASH. Nine thousand claims affecting 1917 cases have been
filed since last March, when this last legislation was made effective.
I think that at least 20,000 claims have been filed affecting 1918 cases.
I might say for the committee that our returns are now filed in
temporary building, a great number of them, all the way. from Sixth
Street to Twentieth Stroet, and it would not be surprising -koy lay.
if something should happen and we would lose many valuable pai;r.)s.

Secretary MELON. The cost of the service of getting papers con-
solidated has been estimated at the lowest estimate which has been
made by anyone, has been a half million dollars a year. I think a
million dollars a year is about the fl'ure it costs.

Mr. NASH. It will cut our administrative cost $1,000,000 a ),ar in
Washington, any day that we could move into one building.

Secretary MELLON. And pay for the building in a reasonable time.
Senator 'KIo. Is it not possible to get a building sufficiently large

fo'r your purpose?
Mr. NAsi. It has not been possible so far.
Secretary MELLON. We made desperate efforts to get a large area.

We tried to get the Arlington Building but thess buildings are oc-
cupied. We tried to get some place where we could have more room
in tue same building.

Senator KiNG. It seems to me the Arlington Building and the
Treasury Building would be sufficient.

Mr. fH. The Arlington Building would house our Bureau com-
pletelyto-day.,

Secretary MELLO.' We made desperate efforts to get that but it
was impossible.

I I ,
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Senator Kbio. I appreciate the problem, and I think, Congress
-ought to aid you in solving that problem, even if we have-to put some
of the other bureaus out, -.nd arrange them elsewhere. This is so
important. This is vital to the Government.

* M.% NASH. Our engineering files, they cost millions of dollars to
build up and acquire, and involve the valuations of all the oil well,
mines, and timber lands of the country, are kept down here in a tem-
porary building. If they were destroyed they could never be re-
placed except at an enormous cost. We can not get space in a per-
manent building for them.

(Supplemental testimony of Mr. Frazier is here printed in full,
as follows:)

Mr. DAVIS. Mr. Frazier, tell us of your experience in the Govern.
ment service. What department were you with prior to your
service with the Bureau of Internal Revenue?

Mr. FRAZIER. Upon receiving my discharge from the Army, at
the close of the Spanish-American War, at the age of 19, 1 entered
the Government service as a railway postal clerk on the Chicago &
Minneapolis R. P. 0., having passed a competitive civil-service
examination for that position prior to the -outbreak of the war.
I served later in the Philippine postal service, in the office of
Second Assistant Postmaster-General at Washington, approxi-
mately five years as a post-office inspector in Cleveland and Minne-
apoli ; then assistant chief clerk of the Post Office Department un-
der Postmaster General Hitchcock; then chief clerk to First Assist-
ant Postmaster General; superintendent of mails at Philadelphia;
two years in the Army during the World War; Assistant supervisor
of collectors office, Bureau of Internal Revenue; then supervisor
of collectors offices for the United States; revenue agent in charge
for the State of Wisconsin.

Mr. DAVIS. May I inquire--you were a civil-service man and
politics had nothing to do with your service?

Mr. FRAZIER. Every position I held in the Government service
was strictly in the classified civil service. I was not even an appli-
cant for the better positions which I held in the Government service.

Mr. DAvis. I am told you were and still are friendly with Com-
missioner Blair and the other officials of the bureau?

Mr. FRAZIER. I am glad to be able to say that every Commissioner
of Internal Revenue under whom I served is a friend of mine, and
I am a friend of his. They are all men of the highest integrity
and ability. I felt deeply loyal to them while I was in the services
and I have lost none of that sentiment since leaving the Service.

Mr. DAVIS. Your duties with the bureau really began when the
problem of administering the income tax law first arose under Presi-

ent Wilson's term and with former Commissioner Roper iii charge?
Mr. FRAZIER. Yes, sir.
Mr. DAVIS. Mr. Roper's thought in bringing you with the service

was that your work in the Post Office Department fitted you for the
job

Mr. FRAZIER. Yes, sir; that is my understanding.
Mr. DAVIS. Your work in the Post Office Department related to the

problem of organizing the field forces, did it not ?
92919-24-PT 4-2
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Mr, .FRAtum Dinng the last several years; yes, sir.
Mr, PAvr. And your work with the bureau was that of organizing

and directing. the field forces I
Mr. FRAzIFR. Yes, sir.
Mr. DAvis. It was your problem, then, to build tip this organi-

zation I
,Mr. FRAwZyZ. That: was my principal responsibility, during the

last few years of my service in the Post Office Department.
.Mr. DAvis, Yot were in charge of that work.for how many'years?
Mr. FRAZIER. I was in charge of the organization and management

bftinternal revenue collectors' offices two and one-fourth years.
Mr. DAvis. That was a longer period of time-or your experience,

then, covered a longer time than that of any of the present officials?
,Mr. FRAZIER. Yes, sir,

Mr. DAVIS. When'you left the Washington office you wbnt to take
charge of the Milwaukee oftib ot the bureau? ?

Mr. FRAwiE. Yes, sir. did that c e trtr over
Mr. DAV1w. What territory did'that cover--tie territory over

which it had jurisdiction . .
Mr. FRnxcR. The State of Wisconsin.
Mr. DAviS. Could you describe for us the peitonnel of the office-

that is, how many men, what their duties were, and, without men-
tionihg names, what their qualifications were?

Mr, FRAzrrn. An aver'sge 'of 6 clerks, 5 estate-tax agents, 65
income-tax agents., With tIe exception of about five of the income-
tax agents they were all well qualified to audit difficult corporation
income-tax returns. Several of them were competent to audit the
most difficult consolidated corpo.'ation. cases. All of the above
employees were in the classified civil service. In this connection I
desire to state that these agents and clerks were sd' efficient that:dur-
ing the last three months of my administration of the Wisconsin
division it stood first in the United States. I ' . I

Mr. DAVIS; Under the present system, Mr. Fratzier, is there not
some time when necessarily men are without work to do? In other
words, it has been reported to us tiat in one district at least account-
ants who are as well Qualified as any in Washington complete the
cases up to $1si,000AIA,'en are not permitted to work on the big
cases, although they might lmve time to do so'm

Mr. FRAZIER. This opens up the question as to the necessitvy for
two forces of income-tax auditors in the field. You are undoutedly
referring to deputy colledors. not to agents or inspectors. Deputy
collectors are appointed politically and serve under collectors: they
itudit the 1040a returns, pnd now they also audit 1040 'returns tip
to $15,000. If Congress would repeal at once that 'section of the
Overman Act of October 22, 1913, which threw deputy collector *hip
out of the civil service, tile necessity or two orgamqi zations'of field
men to do similar work w*tuld be done 4wav with and a great econ-
omy effected. While'still an officer of the , Bureau of Internal
Revenue I went on record to the effect that $3 000,090 could be
properly taken from the estimates if this were done. Under the
present law deputy collectors'look upon their positions as: tempo-
rary ones; consequently the most efficient seek other positionA,' and
-when a change in administration comes you lose the greater part of
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them men who have been trained at the expense of the Government.
Repeal the Overman Act. consolidate all of the field forces except-
ing the prohibition forces, throw the office audit of practically all
individual, partnership, and corporation income-tax returns to the
field, anl you will see the work of the Bureau of Internal Revenue
current in a very short time, and you will find that the appro-
priations for the bureau and field can be reduced by several mil-
lion dollars at an early date.

Mr. DAVIs. The objection some time has been that tht organiza-
tion is not made for the handling of the.mwcrk in district offices-
but where the organization is not so made, could not it be changed
and without trouble, so that a certain number of qualified attorneys,
accountants, perhaps two engineers, stenographers, ard so on, could
be located there I

Mr,, FuzxR. That is a simple problem.
Mr. DAvis. For example, let us suppose that to-morrow morning

Commissioner Blair said the administration would be decentralized
as much as -possible. that the consolidated section and the engineer
section wouId not be so decentralized for the present at least, is
there any pod reason you know of that something like this could
be done? For example again, suppose he should write each one
of the agents in charge of a district that after January '1 or some
reasonable date in the future the administration of the tax law, say,
in Michigan, was to be in the hands of the agent at Detroit. Say
that the agent was to be entirely responsible; he was to handle
and review all the returns; the responsibility for accuracy andjustice and fairness was to be put upon him; the taxpayer might
have an appeal to Washington reserved, but in that event a special
examiner from Washington would be sent to Detroit to act so the
taxpayer would not have to come to Washington; then let the
agent know that an inspection organization was to be had working
out of Washington and that from time to time the work in Detroit
would be subject to review and accounting without notification to
the agent in charge; then call on the agent to report on his organi-
zation-,-what lie would need in the way of additional help, how he-
could provide quarters for them and the expense involved, and
assure him that his future standing in the service was to be judged
by his record of accomplishment and expense; do you not think
that with such a determination expressed by the commissioner,
the organization could be rapidly reorganized and without great
trouble I

Mr. FRAzIER. Yes. sir. Under the prewnt plans the appeals board
members will sit in the various cities. and there would be practically
no occasion for an appeal to be heard in Washington.

Mr. DAVIs. Take your Milwaukee organization, for example.
What trouble or inconvenience would such an'order have put you to?
How long a time would you have required to get your organization
reorganized? What would have been necessary in the Milwaukee
organization? Have you a good idea as to the necessity for addi-
tional room ? What would have been required in this wiy?

Mr. FRAZIER. Practically the only change necessary would be the
addition of a few auditors from Washington. It is my persoihal
opinion that with the cooperation of the collector at Milwaukee we
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could have worked out a space rearrangement that 'would have
taken care of the additional auditors and the files. You under-
stand that it is my firm opinion that with the throwing of the
office audit to the field offices we would very soon be current; hence,
it would not be necessary to provide for a permanent enlargement
of the offices. For instance, we could double up the field men for
their office work; for the time being have two or three field men
alternate in using desks, and thereby make room for the additional;
auditors I would add about 20 a nts and 4 clerks to the Mil-
waukee force by transfer front Washington. Place all of the
auditors, both field and office, on the same basis; call them all
atgents; use them on office or field audit, or both; after repeal of the
Overman Act combine this force and the field force of the col-
lector's office; do away with a large overhead expense.t Make a
drive each year with this combined field force, first on office audit,
and then on field audit, keeping a part of the force on office aidit
the year round. , I

.MAr. DAvis. There is an objection advanced on the ground of uni-
formity in decisions? Has not it been your experience that under
the present system uniformity is not obtained even- within a, unit in

.Mrahington:.
Mr. Fn, zH .My answer to the question is: Under no eirctim.

stances, in Washinigton or any other city, is it possible for ane man
to pass on every disputed point. The auditor miust lb guided by
the decisions and opinions already rendered. The field men alreadyhave just as complete information on these decisions, and opinions
as have the Washington officials. The periodical bulletins issueduby
the bureau go to all auditors, both in Washington and in the tfeld.

*Mr. DAVIS. Objection is made to decentralization in so far as con.
solidated returns are concerned, and I believe you agree with that
objection. Tell us in detail what a consolidated return is--take one
company, for example. Could not that company's returns be
handled by the agent in charge of the district where the head office
is, and would they not be handled just as effectively if not more

,effectively than fromn Washington? Most of these consolidated re-
turns 'p ly to the corporations which have a head office and! which
have books covering the entire concern in the head office from which
the tax returns are made, do they not?

Mr. FIRAZIER. Under article 632, Income Tax Regulations No. 62.
affiliated corporations are required to file consolidated returns.
Article 633, regulations No. 62, reads as follows:

W1"hen corporations are affliated.--(orporations will he deened to N!.
affiliated (a) when one domesticc corporation owns di rectly or controls through
closely afflllatt,,l interests or by a nominee or nominees substantially all th:
stock 'f the other or others, or (b) when substantially all the stock of two or
more domestic corix)rattoii Is owned or controlled by the same leterests. The
words "substantially all the stock" can not he interpreted as leaning any
particular percentage, but must be construed according to the facts of tht
particular case. The owning or controlling of 95 per cent or more of the out.
standing voting capital stock (not including stock In the treasury) at the
beginning of and during the taxable year will be deemed to constitute an
affiliation within the meaning of the statute. Consolidated returns may, how-
ever, he required for ar ys taxable year beginning prior to January 1, 1922, even
though the stock ownership is less than %5 per cent. When the stock owner.
ship or control Is less than 95 per cent. but in excess of 70 per cent, a full
disclosure of the affiliations should he made showing all pertinent facts, in.
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eludini the stock owned or controlled in each sbstdiry or affiltated corpkira.
tLoe and the percentage of such stock wuned or controlled to tho total stock
outstanding. This information will also be required where like conditions
elist and the taxpayer elects to file a consolidated rettnrn for 'tiny taxable
period beginning on or after' January 1, 1922. Such statemetits sbold prdfer-
ably be made in advance of filing the return, but if a coinsalidated return is
tled subject to the approval of the ,coinissloner, the requIred statement
should be filed as a part of the return. The words "the same Interests"
shall be deemed to mean the same individual, partnership, 9r corporitiou, or
the same individuals, partnership, or oorphratlons, but when the stock of
two or more corporations Is owned or controlled by two or more individuals,
by two or more partnerships, or by tWo, or more corporations, the corporations
will not be held to be affiliated unless the percentage of stoek og such corpora-
tins held by each individually each partnership, or each corporation is sub.
ofAntlally the same fn each of the cororations. "

I think all questimos as to offihiation should be considered, at a cen-
tral point-.aslingto.,
'Mr. DAVIs. Would niot i. short trial nd study of tlie iystea give
fairly. accurate knowledge of t6e diviasos where an 'eogiiwer or
more than one 'engineer would be needed, so that the engineering
squad need not be centered in Washington or centralized here, don t
you thinkI If anything, a very small flying: squadron of engineers
tight be kept in Wasbington I

Mr. FAZIER. I would not like to make a recoimmend~ttton i regard
to this phase of tlie audit prior to making a personal, survey. I
believe a survey should be, made at onoo. I I

Mr. DAVIS. Or Would the decentralization 0' both the consolidsted
and engineering sections cause any loss in. efficiency and economy to
both the taxpayer and the Government?

Mr. Fi.%zin. I should not feel like lnaking a definite recommenda-
4jin beyond the suggestion that your question shojild be given careful
consideration. I think I could reach a definite conclusion on this
after a two or three weeks' investigation, I u

Mr. DAvIS. Now, we come to the objection as to the old en1ses pend-
ing. Even though these cases have been centered into Washington,
could not they le more rapidly handled if returned to the divisions
with instructions to close-and close at once?

Mr. FIIAZII.1. Undoubtedly. Put them out into the field at once,
where the information necessary to a closing can be readily obtained.

Mr. DAVIS. Mr. Frazier, you have been an advocate of decentraliza-
tion for some years: you made a study of it and some reports, did
you not? When did you make these reports Und to whom?

Mr. FR~zmi. Along with other officers of the Bureau of Internal
Revenue I always wits deeply interested in the administrative prob-
lenis confronting the bureau. In February, 1921, following an inves-
tigation iii Boston. Mass., I submitted to former Commissioner
Williams, for the in formation of former Secretary of the Treasury'
Houston, a report. In the' concluding paragraphs of that report I
recommended decentralization of the office audit of income tax re-
turns. When General Dawes first took up the office of Director of
the Bureau of the Budget I was questioned for two days by Hon.
Henry M. Dawes, and Mlr. Abbot, of the Budget Bmeau, regarding
my own unit, the office' of supervisor of collectors, as well as the
bureau as a whole. In response to the questions asked by these gen-
tlemen I stated that I favored decentr'alization, and I gave then my
reasons for taking that position.
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-In submitting in 1922 or 1928 a summary of changes recommended
in internal revenue laws, I included a paragraph recommending deo
centreli;ation, although no change in law is necessary to effect
decentralization. As indicated in answer to a previous question, how-
ever a repeal of a part of the, Overman Act, of October 22, 1913,
would result in great economy and make deccntrlization more suc-

Mr. DAvis. What *as the result of these reports? Was there any
objection made to your findings or any consideration given them I

Mr. FRAzmR. I was given to understand that objection was made
by the head of the Income Tax Unit.

Mr. DAvwx. Suppose a case caine up of an overpayment of taXM
by a man in Texas, a man with little business experience; is it not
your opinion that if that man was dealing with 1Dalls, and the
Dallas office was intent upon justice and fairness and efficiency, and
dealing with only the comparatively few- returns in the Dallas divi,
_lon, it would be far more possible the taxpayer would be notified of
his overpayment I The tremendous volume or mass of work that cen-
tralizes into Washington is an inducement or encouragement to
faulty practice or illegitimate practice, is it not I

Mr. Faziza. In many cases undoubtedly, taxpayers would be able
to settle their cases on the ground, without feeling it necessary to
6ngage counsel whereas, because of the fact that the audit is now
centralized in Washington, they feel that they should employ the
services of counsel or a t-x expert. The delays incident to handling
the work under the centralized plan undoubtedly induce taxpayers
to employ experts or lawyers, simply in the hope of getting a de-
cision promptly.

Mr. DAvis. Mr. Frazier, there is one other question not related
entirely to centralization: Congress is attempting at all times to
simplify the law and also to check up loopholes or faulty spots in
the law. The bureau helped some recently, and we are advised that
the suggestions came to tle Congress after lawyers had studied the
questions coming into the solicitor's office. That was fine. But to
increase the efficiency and improve the morale of the organization
*ould it not be well for Congress to court the assistance and co-
operation of all the men in the field I The accountants who handle
returns and see the developments, must develop much information
and many ideas on the tax problem. Suppose as in the Post Office
Department, Congress should set aside a smali reward or a number
of small rewards for the best tax suggestions received during the
Year, that tl'c contest was open to all-bureau employees and that
the suggestions were to be sent to the Senate Committee on Finance
and the House Committee on Ways and Means, and to be publi
records? Now, let us see what would result or we might hope would
rc.4ult? Would not, if encouraged, an accountant in your filwaukee
office develop some definite information as to a loop'iole in the law
or bad practice, write his suggestions, if he knew t}le Congress and
the bureau approved his effort, encouraged it and urged it? Would
Congress not get a tremendous value out of this and would not it
improve the morale of the service and more and more unite the men
in their effortfor better Government ? Or what do you think of this
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idea, and have you any suggestions to make Is there any good
mason why the bureau should-object to it I

Mr. FRizm. About two years ago the bureau called on its field
officers to suggest desirable changes in the internal-revenue laws.
I think this practice should be extended so as to call on all em-
ployees of the service for suggestions, not only as to desirable
changes in the laws, but desirable changes in administrative pro-
cedure. I think all of these suggestions should come to the Com-
missioner of Internal Revenue. The Congress might-properly re-
quire the commissioners to submit annually a report summarizing
all suggestions received, together with a statement as to action taken
on the suggestions. I believe that the authorization of awards for
the best suggestions would bring fine results.

The CHAIMAN. We will adjourn now and meet in executive ses-
sion at 1 O&clock p. m.

(Whereupon, at 1 o'clock p. m., an adjournment was ttken to meet
at call of thie chairman.)


